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IN THE MATTER OF THE COMPETITION IN

) DOCKET NO. U-0000C-94-165
THE PROVISION OF ELECTRIC SERVICES )
)
)

THROUGHOUT THE STATE OF ARIZONA.

EXCEPTIONS OF THE LAND AND WATER FUND OF THE ROCKIES,
THE GRAND CANYON TRUST, AND ARIZONANS FOR A BETTER ENVIRONMENT
TO THE MAY 6, 1998 RECOMMENDED OPINION AND ORDER

The Land and Water Fund of the Rockies (LAW Fund), the Grand Canyon Trust (the Trust), and
Arizonans for a Better Environment (ABE) hereby submit their exceptions to the Recommended Opinion
and Order (“Proposed Order”) in the above captioned matter.

A The Proposed Order addresses many of the difficult issues related to stranded costs in a
thoughtful way, and to a large extent, we support it. It goes a long way in moving the ball forward
towards a competitive energy marketplace in Arizona. In particular, the range of options for
determination of stranded costs represents a fair and equitable balance among the positions put forth by
the parties. We believe full divestiture of production-related assets will best alleviate the enormous
market power of incumbent utilities, and we are not opposed to incumbents participating in the bidding
for those assets.

There are, however, a couple of key issues not discussed in the Proposed Order. These issues are
(1) the reflection of non-price factors in the determination of market value, and (2) the recovery of
stranded costs from customers on a volumetric basis. The Commission may anticipate that these issues
will be taken up in the individual stranded cost filings. This is not clear. In any event, we recommend
that the Commission either specifically address them in its final order in this proceeding or clarify that it

intends to deal with them on a case-by-case basis.




I. The Administrative Determination Of Stranded Costs Should Reflect Non-Price Factors In The
Calculation Of Market Value.

The Proposed Order indicates that each Affected Utility shall file its choice of stranded cost
recovery option within thirty days. An Affected Utility that chooses the Net Revenues Lost
administrative methodology of determining stranded costs will need to include a market price in its
ﬁling.1 Indeed, the market price is suggested as the sole element for annual true-up of calculated
stranded costs versus actual stranded costs.2 We believe that non-price factors should be included in any
determination of market price because these factors provide real value to customers. Examples of such
factors are reliability, environmental impact, name recognition, customer awareness, and the degree of
effort required to switch suppliers (transaction costs). These factors are important to ensure that the
calculation of stranded costs is fair and that other competitors are not disadvantaged.

‘ Clearly, an Affected Utility, with its name recognition and long-term record of reliable service,
will be able to sell energy at prices higher than will a new entrant to the market. Indeed, APS witness
Dr. Landon agreed that existing firms have reputational and other advantages.3 Therefore, in an
administrative determination of stranded costs, the Commission must take into account the effect of non-
price factors on the market value of assets potentially strandable in a competitive market. Thus, we
recommend codification of this element in the Ruie Revisions through a new subsection (12) added to
the list of considerations included in R14-2-1607 (I), which reads as follows:

12. The value and effect of non-price factors on the calculation of the market value element
of the stranded cost definition.

In addition, another Finding of Fact should be included in the Final Order to reflect this reality which
reads: v

Electricity supply factors other than price have a non-zero value to customers, and an impact on
the calculation of the market value element of stranded costs.

II. Recovery Of Stranded Costs From Customers Should Be On A Volumetric Basis.
The Proposed Order did not address the “how” aspect of issue number 6 of the nine issues to be
resolved at this time, which reads as follows:

6. - How and who should pay for “stranded costs” and who, if anyone, should be
excluded from paying for stranded costs?

' See Proposed Order at page 13, line 8.
2 Ibid. at page 18, lines 6 through 8.
3 See Dr. Landon’s rebuttal testimony, page 14.



While nearly all parties to the proceeding agreed that recovery of stranded costs from customers
should be on a volumetric basis, the view was not unanimous. Therefore, we believe the Finél Order
needs to clarify this point. The long history of electric regulation has resulted in a relatively fair and
equitable spreading of utility costs to customer classes, and recovery of those costs from individual
customer within those classes. Continuation of these ratemaking practices w‘ith respect to stranded cost
recovery maintains current customer incentives for self-generation and implementation of energy
efficiency and conservation measures. In addition, recovery of stranded costs from customers through a
volumetric charge is also effectively required by Rule Section R14-2-1607 (J).

From the supplier viewpoint, a reconciliation mechanism may be needed to assure that stranded
costs are not over or under-recovered, and that utilities are not given an unintended incentive to increase

sales.

1. CONCLUSION

For the reasons explained above, the LAW Fund, the Trust, and ABE respectfully request that
the Commission consider non-price factors in the market value determination of the Net Lost Revenues
method of calculating stranded costs. Further we recommend the Commission codify this principle by
adding a new subsection (12) to R14-2-1607 (I) which reads as follows:

12. The value and effect of non-price factors on the calculation of the market value element
of the stranded cost definition. '

Second, the Commission should clarify that the pre-existing equities among customer classes
will be maintained by mirroring current cost-recovery practices, i.e., any stranded costs recoverable from
customers in a competitive market will be allocated consistent with current practices, and the recovery

mechanism designed on a volumetric basis.

Respectfully submitted this < 3 day of May, 1998.

MYRON SCOTT DRt A
Attorney for: ‘

The Land and Water Fund of the Rockies

The Grand Canyon Trust

Arizonans for a Better Environment
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that the original and ten (10) copies of the Exceptions, of the Land and
Water Fund of the Rockies, the Grand Canyon Trust, and Arizonans for a Better Environment, to
the May 6, 1998 Recommended Opinion and Order were sent via Federal Express to Docket
Control, Arizona Corporation Commission, 1200 West Washington Street, Phoenix, Arizona §
85007 this 28th day of May, 1998, and a true and correct copy was sent by United States mail,

first-class, postage pre-paid, to the following persons:

Deborah R. Scott, Chief Counsel
RUCO
2828 N. Central Ave.

~Suite 1200

Phoenix, Arizona 85004

Michael A. Curtis
MARTINEZ & CURTIS, P.C.
2712 N. Seventh Street
Phoenix, Arizona 85006

Attorneys for Arizona Municipal Power Users’ Association

Walter W. Meek, President

ARIZONA UTILITY INVESTORS ASSOCIATION
2100 N. Central Avenue, Suite 210

Phoenix, Arizona 85004

Charles R. Huggins

ARIZONA STATE AFL-CIO

110 N. Fifth Avenue

P.O. Box 13488

Phoenix, Arizona 85002

Norman J. Furuta (Attn. Code 09C)
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DEPARTMENT OF THE NAVY
Engineering Field Activity, West
Naval Facilities Engineering Command
900 Commodore Dr., Bldg. 107

San Bruno, CA 94066-5006

Betty Pruitt

ARIZONA COMMUNITY ACTION ASSOCIATION
202 E. McDowell #255

Phoenix, Arizona 85004

Bradley Carroll

TUCSON ELECTRIC POWER COMPANY
P.O. Box 711

Tucson, Arizona 85702

Jessica Youle

SALT RIVER PROJECT
PAB 300

P.O. Box 52025

Phoenix, Arizona 85072-2025

Clifford Cauthen

GRAHAM COUNTY ELECTRIC CO-OP
P.O. Drawer B

Pima, Arizona 85543

Craig Marks

CITIZENS UTILITIES COMPANY
2901 N. Central Avenue, Suite 1660
Phoenix, Arizona 85012

C. Webb Crockett

FENNEMORE CRAIG

Two North Central Avenue

Suite 2200

Phoenix, Arizona 85004-2390

Attorneys for Asarco, Inc., Cyprus Climax Metals Co.;
Enron, Inc. and AAEC

Robert S. Lynch

340 E. Palm Lane, Suite 140

Phoenix, Arizona 85064-4528

Attorney for Arizona Transmission Dependent Utility Group
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Michael Block

GOLDWATER INSTITUTE
Bank One Center

201 N. Central, Concourse Level
Phoenix, Arizona 85004

John Branch '
CITY OF MESA ELECTRIC UTILIT
P.O. Box 1466

Mesa, Arizona 85211-1466

Douglas C. Nelson, P.C.

7000 North 16th Street

Suite 120-307

Phoenix, Arizona 85020

Representing Nordic Electric Arizona, and
Calpine Corporation

Lawrence V. Robertson, Jr.
MUNGER CHADWICK, P.L.C.
333 North Wilmot, Suite 300
Tucson, Arizona 85711-2634
Attorney for PGE Energy

Tom Broderick :

6900 E. Camelback Rd. #700

Scottsdale, Arizona 85251

Representing Arizona School Board Association

Michael Grant
GALLAGHER & KENNEDY
2600 N. Central Avenue
Phoenix, Arizona 85007
* Attorneys for AEPCO and Duncan Valley Electric Cooperative

Lex Smith
Michael Patten
BROWN & BAIN, P.C.
2901 N. Central Avenue.
Phoenix, Arizona 85001-0400
Attorneys for Morenci Water & Electric,
Ajo Improvement & Phelps Dodge Corp.

Vinnie Hunt

TUCSON DEPARTMENT OF OPERATIONS
4004 South Park Avenue, Bldg. 2

Tucson, Arizona 85714
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William Sullivan

MARTINEZ & CURTIS, P.C.

2716 North Seventh Street

Phoenix, Arizona 85006

Attorneys for Mohave Electric Cooperative and
Navopache Electric Cooperative

Elizabeth S. Firkins

INTERNATIONAL BROTHERHOOD OF ELECTRICAL WORKERS L.U. #1116
"~ 750 South Tucson Boulevard
Tucson, Arizona 85716

Paul Bullis

Chief Counsel, Legal Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street ’
Phoenix, Arizona 85007

Jerry Rudibaugh

Chief Hearing Officer

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Andrew W. Bettwy

Assistant General Counsel
SOUTHWEST GAS CORPORATION
5241 Spring Mountain Road

Las Vegas, Nevada 89102

Roderick G. McDougall

CITY ATTORNEY

Attn: Jesse Sears, Assistant Chief Counsel
200 W. Washington St., Suite 1400
Phoenix, Arizona 85003-1611

- William J. Murphy
200 W. Washington St., Suite 1400
Phoenix, Arizona 85003-1611

Russell E. Jones

33 N. Stone Ave., Suite 2100

P.O. Box 2268

Tucson, Arizona 85702

Attorneys for Trico Electric Cooperative, Inc.
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Christopher Hitchcock
P.O. Box 87

Bisbee, Arizona 85603-0087

Attorneys for Sulphur Springs Valley Electrlc Cooperative, Inc.

BARRY, HETZER, STICKLEY & SCHUTZMAN
Court Reporters

2627 N. Third Street, Suite 3

Phoenix, Arizona 85004-1103

Albert Sterman

ARIZONA CONSUMERS COUNCIL
2849 East 8th Street

Tucson, Arizona 85716

David C. Kennedy

LAW OFFICES OF DAVID C. KENNEDY
2001 W. 3rd Street, Suite 20

Phoenix, Arizona 85004

Thomas C. Horne

Michael S. Dulberg

HORNE, KAPLAN & BISTROW, P.C.
40 North Central Avenue, Suite 2800
Phoenix, Arizona 85004

Rick Lavis
ARIZONA COTTON GROWERS ASSOCIATION
4139 East Broadway Road

Phoenix, Arizona 85040

Steve Brittle

DON’T WASTE ARIZONA INC.
6205 South 12th Street

Phoenix, Arizona 85040

Karen Glennon
19037 N. 44th Avenue
Glendale, Arizona 85308

COLUMBUS ELECTRIC COOPERATIVE, INC.
P.O.Box 631
Deming, New Mexico 88031

CONTINENTAL DIVIDE ELECTRIC ASSOCIATION

P.O. Box 1087
Grants, New Mexico 87020
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DIXIE ESCALANTE RURAL ELECTRIC ASSOCIATION
CR Box 95
‘Beryl, Utah 84714

GARKANE POWER ASSOCIATION, INC.
P.O. Box 790
Richfield, Utah 84701

Stephen Ahern

ARIZONA DEPT. OF COMMERCE
ENERGY OFFICE

3800 North Central Avenue, 12th Floor
Phoenix, Arizona 85012

Joe Eichelberger

MAGMA COPPER COMPANY
P.O. Box 37

Superior, Arizona 85273

Nancy Russell

ARIZONA ASSOCIATION OF INDUSTRIES
2025 N. 3rd Street, Suite 175

Phoenix, Arizona 85004

Barry Huddleston

DESTEC ENERGY

P.O. Box 4411

Houston, Texas 77210-4411

Steve Montgomery
JOHNSON CONTROLS
2032 West 4th Street
Tempe, Arizona 85281

Michelle Ahlmer :
ARIZONA RETAILERS ASSOCIATION
137 E. University Drive

Mesa, Arizona 85201-5995

Louis A. Stahl
STREICH LANG

2 North Central Avenue
Phoenix, Arizona 85004

Douglas Mitchell v

SAN DIEGO GAS AND ELECTRIC CO.
P.O. Box 1831

San Diego, California 92112
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Sheryl Johnson

TEXAS-NEW MEXICO POWER CO.
4100 International Plaza

Fort Worth, Texas 76109

Ellen Corkhill

AARP

5606 North 17th Street
Phoenix, Arizona 85016

Andrew Gregorich
BHP COPPER

P.O. Box M

San Manuel, Arizona

Larry McGraw

USDA-RUS

6266 Weeping Willow

Rio Rancho, New Mexico 87124

Jim Driscoll

ARIZONA CITIZEN ACTION
2430 S. Mill, Suite 237
Tempe, Arizona 85282

William Baker

ELECTRICAL DISTRICT NO. 6
P.O. Box 16450

Phoenix, Arizona 85011

John Jay List, General Counsel

NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORP.
2201 Cooperative Way

Herndon, Virginia 21071

Wallace Tillman

Chief Counsel

NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION
4301 Wilson Blvd. '

Arlington, Virginia 22203-1860

Robert Julian

PPG

1500 Merrell Lane
Belgrade, Montana 59714
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Stan Barnes

Copper State Consulting Group

100 W. Washington Street, Suite 1415
Phoenix, Arizona 85003

Carl Robert Aron

Executive Vice President and COO
Itron, Inc.

2818 N. Sullivan Road

Spokane, Washington 99216

Suzanne Dallimore

Antitrust Unit Chief
Department of Law Building
Attorney General’s Office
1275 West Washington Street
Phoenix, Arizona 85007

Steve Wheeler

Thomas M. Murnaw

SNELL & WILMER

One Arizona Center

400 E. Van Buren Street
Phoenix, Arizona 85004-0001
Attorneys for APS

Carl Dabelstein
2211 E. Edna Avenue

Phoenix, Arizona 85022

Peter Glaser .
Doherty Rumble & Butler PA

1401 New York Ave NW Suite 1100
Washington DC 20005

Attorney for Center for Energy & Economic Development

Myron L. Scott
1628 E. Southern Avenue, No. 9-328
Tempe, AZ 85282-2179

Attorney for Arizonans for a Better Environment, the Grand Canyon Trust and
Land and Water Fund of the Rockies.

Barbara R. Goldberg

OFFICE OF THE CITY ATTORNEY
3939 Civic Center Blvd.

Scottsdale, Arizona 85251
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Morris H. Wolff, Director Utilities Division
ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Sam DeFrawi

Office of the General Counsel, Code 09C
Engineering Field Activity

Chesapeake Naval Facilities Engineering Command
901 M Street SE

Washington, DC 20374-5018

Barbara Klemstine

ARIZONA PUBLIC SERVICE CO.
Station 9909

PO Box 53999

Phoenix, AZ 85072-3999
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